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THE STANDING COMMITTEE ON TRANSPORT 
has the honour to present its 
FOURTH REPORT 


In accordance with its permanent mandate under Standing Order 108(2), your Committee has 
agreed to conduct a study on Passenger Rail Services in Canada and report its findings and 
recommendations. 
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MINUTES OF PROCEEDINGS 
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THE RENAISSANCE OF PASSENGER RAIL 
IN CANADA 


INTRODUCTION 


VIA Rail Canada Inc. (VIA Rail) was established in 1977 without a legislative mandate and, in 
1978, became a Crown Corporation by Order in Council. It was given the responsibility for intercity 
passenger rail transportation previously operated by the Canadian National Railway Company (CN 
Rail) and the Canadian Pacific Railway Company (CP Rail). Since its inception, VIA Rail has been 
plagued with serious and continuing problems: antiquated and inefficient equipment; bad on-time 
performance; poor customer service and marketing; outdated work rules; and low employee morale. 


Over the years, VIA Rail has been promised new equipment, a legislative mandate and 
predictable subsidy levels. Numerous studies have cited VIA Rail’s problems and recommended 
solutions: a legislative mandate, new equipment, and a stable funding base. Regardless of the fact 
that such recommendations were not implemented, VIA Rail has persevered under very difficult 
circumstances. During the past five years, VIA Rail has been pursuing a business strategy aimed at 
shifting its corporate culture from a top-heavy bureaucracy, focused on the size of the government 
subsidy, to a lean structured, customer-oriented business focused on passengers. 


In spite of these efforts and improvements, VIA Rail is at a crossroads. While costs have been 
reduced and efficiencies have been gained, VIA Rail is at the point where it needs new equipment 
and infrastructure as well as a larger passenger base to grow its business in a significant way. 
Coupled with this is the fact that the government is striving to increase system efficiency in all 
transport modes by providing competitive transportation for the movement of people and goods. 
While VIA Rail has contributed to this process by streamlining its operations, it, and passenger rail in 
general, has not been subject to a recent policy review as has been the case with other modes of 
transport. 


The Committee believes that a new vision for passenger rail needs to be developed. The 
projected subsidy level for 1998-99 is $170 million. There is no guarantee how long this will last and 
the vital issue of new equipment and infrastructure will have to be addressed in the very near future. 
The Committee realizes that innovative ways will have to be found to revitalize passenger rail in 
Canada or there will be a gradual withering away of passenger rail services in Canada. Given that 
increases in federal subsidies for VIA Rail are not likely in the foreseeable future, we need to assess 
how new financing options can best be applied to passenger rail services in Canada. 


To this end, the Minister of Transport requested the House of Commons Standing Committee 
on Transport to undertake a review of passenger rail services and to develop recommendations to 
revitalize them. To assist in this exercise, the Minister provided the Committee with a guidance 
document outlining the fundamental issues that confront VIA Rail. These include VIA Rail’s role 
within the industry, the governance framework, subsidy levels, financing options, the use of 
infrastructure with the freight railways, and contemplated high-speed passenger rail service. 


In fulfilling this mandate, the Committee looked at these issues in a number of contexts. It 
looked at financing options in the United Kingdom (U.K.), France and the United States (U.S.); how 
passenger trains can integrate their operations with freight railways; as well as governance models 
that could be applicable in Canada. In doing so, the Committee has tried to address the fundamental 
questions and key policy issues that must be resolved in dealing with passenger rail services: What 
do we want to do with passenger rail services and how do we do it? What should be the government’s 
long-term policy objective for passenger rail service and how can it be attained? In this report, the 
Committee has attempted to offer the government a number of options it can draw on to answer these 
vital questions. 


PASSENGER RAIL SERVICES IN CANADA 


1. The Canadian Network 


1.1 VIA Rail Services 


VIA Rail, as Canada’s provider of national passenger rail services, carried approximately 3.8 
million passengers in 1997. It operates 430 trains weekly on 14,000 kilometres of track, serving over 
450 Canadian communities. VIA Rail’s network comprises three main products (see Exhibit 1): 


¢ Corridor Services: These operate between Quebec City and Windsor, running 355 trains 
weekly and accounting for approximately 85% of the total ridership and 70% of total revenue.. 


e¢ Transcontinental Trains: Western services comprise three trains running weekly between 
Toronto and Vancouver, while Eastern services comprise three trains running weekly between 
Montreal and Gaspé and six trains per week between Montreal and Halifax. 


e Remote Services: There are eight remote services operated by VIA Rail as directed by the 
government. They include: 


Montreal — Jonquieére Montreal — Senneterre 
Sudbury — White River Winnipeg — Churchill 
Wabowden — Churchill The Pas — Lynn Lake 
Victoria — Courtney Jasper — Prince Rupert 
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VIA Rail maintains its fleet of light-rapid-comfortable trains (LRC), stainless steel cars and 
locomotives at maintenance centres in Montreal, Winnipeg and Vancouver. 


1.2 Tourist Services 


VIA Rail is not the only provider of passenger rail services in Canada. There are others, for 
example, the Great Canadian Railtour Company, which operates the Rocky Mountaineer, provides a 
tourist train service through the Canadian Rockies between Vancouver and Calgary through 
Kamloops and Banff and from Vancouver to Jasper through Kamloops. This service is provided by a 
private sector operator that purchased the service when it was offered in public bidding by the 
government. By all accounts, the Rocky Mountaineer has proved to be a success, with ridership 
growing every year. This example of private sector involvement in passenger rail services was of 
great interest to the Committee since part of our mandate is to examine alternate delivery systems for 
passenger rail. 


1.3> Commuter Services 


Commuter rail services are provided in some of our major urban centres. These services are a 
provincial and municipal responsibility and, as such, do not fall directly within the mandate of this 
Committee. Nevertheless, the Committee would like to note that there may be some areas where 
there can be coordination of such services with an intercity passenger rail network. One example 
might be the creation of intermodal facilities funnelling passengers between commuter rail and 
intercity rail to alleviate congestion and provide better access to a variety of transportation nodes, 
such as airports. | 


2. VIA Rail’s Metamorphosis 


As noted in the introduction, VIA Rail has made progress over the past five years. Through its 
corporate streamlining it has reduced its dependence on annual government subsidies by $160 
million between 1992 and 1997 or by 41% in just five years, while maintaining service levels. The 
amount of government subsidy has fallen from $389 million in 1992 to $229 million in 1997 and the 
target for 1998-99 is $170 million. At the same time, VIA Rail has increased revenues by 31% and 
improved its ratio of revenues to operating costs by 77%. In addition, while drastic cuts to subsidies 
were being achieved, VIA Rail did not discontinue any services and passenger-miles actually 
increased from 817 million in 1992 to 884 million in 1997. 


Despite this progress, all services or segments of VIA Rail’s entire network operated at a deficit 
and required a subsidy in 1997. The Eastern Transcontinental lost $27.6 million; the Western 
Transcontinental $29.6 million; the Corridor $108.1 million; and Remote and Regionals lost $30.7 
million for a total loss of $196 million. In short, every time a train leaves the station, VIA Rail loses 
money. 


During VIA Rail’s testimony before the Committee, its former President, Mr. Terry Ivany said: 


We have reached a crossroads in the evolution of passenger rail. We have achieved remarkable 
results. But now we have done all we can do under the current conditions. We can’t go any 


further because we lack the means to improve infrastructure and the means to exploit the 
opportunities that exist in the marketplace. ! 


VIA Rail also felt that if it was not able to make the necessary investments in the next few years, 
the cost of maintaining and operating an aging rolling stock would rise and the level and quality of 
service as well as ridership would decline. The result would be the inevitable demise of VIA Rail. 
For the Minister of Transport and VIA Rail management, the status quo, which is in effect a “death 
spiral” for VIA Rail, is not an option. The Committee agrees. 


3. Competition For Track Access: Freight vs. Passenger 


When it comes to the railroad business, Canada is unlike any other country. In Japan, for 
instance, the proportion of total rail revenues derived from passenger rail services is 95%. In Great 
Britain, passenger rail revenue represents 80% of total rail revenue and, in Germany, it accounts for 
67%. However, in Canada, freight rail revenue dominates the landscape, with passenger rail revenue 
making up only 3% of the total. Unlike any other country, in Canada freight is paramount. 


Needless to say, without dedicated track, passenger trains must share the tracks with freight 
trains, and these tracks are owned by the two mainline carriers as well as shortline operators. VIA 
Rail paid approximately $50 million for track usage in 1997, $46 million to CN Rail, $14 million of 
which was on an on-time incentive basis, and $4 million to CP Rail. In general, there is adequate 
track capacity to handle current train movements in Canada. The Montreal-Toronto corridor, 
particularly between Brockville and Pickering, and the Calgary-Vancouver corridor are probably 
approaching their capacity levels, but some witnesses disagreed. 


THE CHALLENGE AHEAD FOR VIA RAIL 


VIA Rail management believes that there is ample room to grow and this is the key to its future 
viability. Numerous witnesses told the Committee that VIA Rail had improved its “bottom line” 
through significant cost-cutting measures and that it had gone as far as itcan in this area. What is now 
required is to “grow the business” through increasing ridership and yield. VIA Rail recognizes this 
but outlines a number of impediments that must be addressed to realize this objective. These are: 


1. VIA Rail’s Role in Passenger Rail 


Since VIA Rail’s creation, its mandate has been to provide a national passenger rail service. 
What this means has not been clearly defined. As presently structured, VIA Rail provides three core 
services: corridor, transcontinental, and the remotes/regionals. The basic issue is: Should VIA Rail 
continue to provide such services and, if so, under what conditions? Does the present mandate hinder 
VIA Rail in attaining a sound business footing and becoming a more efficient and cost-effective 
operator? 


The Committee is of the view that there may be a better way to structure VIA Rail’s mandate. 


Passenger rail services in Canada, given our geography and population density, may have to be 


1 Terry Ivany, President and CEO, VIA Rail Canada, Minutes of Proceedings of the House of Commons Standing Committee on 
Transport, February 26, 1998, p. 2. 


“tailored” to the varying situations we face. It would be unrealistic to assume that passenger rail 
services can be identical across the country. The Committee has examined passenger rail operations 
in other countries and observed how a variety of options must be put into play to attain the proper mix 
of services in the passenger rail system. For example, the U.K. has long-haul services integrated with 
medium-haul and commuter trains. Under the U.K.’s train franchising system, examined in more 
detail in Appendix B of the report, each service is financed somewhat differently to take into account 
the type of service provided and the passenger loads that can be expected. In France, where the state 
controls the passenger rail network, the government is exploring options to have the regional 
governments more involved in the financing and provision of train services (see Appendix C). In the 
U.S., under a new reorganization plan, AMTRAK 1s being split into three separate business units and 
is exploring options for operating regional and transcontinental services (see Appendix A). 


A further observation the Committee would like to make in this area deals with who should 
operate passenger rail services. At the present time, VIA Rail has this mandate. Should this be the 
case in the future? Perhaps not in all instances. For example, can remote and regional services, 
which might be required to be operated “for the public good” be better provided by subsidized 
private operators at less cost to the taxpayer? Should the transcontinental service be privatized and 
operated as a tourist operation? The question of who provides passenger rail services in Canada will 
have to be carefully examined by the government to ensure that the best possible provider of service 
is in place. 


2. The Financial Question 


VIA Rail will receive $170 million in federal subsidies in 1998-99. Of this, only $24.7 million 
will be applied to capital expenditures on its asset base of stations, rolling stock and infrastructure. 
This is not enough to renew VIA Rail’s aging fleet and, if this is not done, its services will be 
marginalized and its operating costs negatively affected to the point where passenger rail 
transportation will be a thing of the past. 


Clearly the status quo is not an option if we want to retain existing passenger rail services in 
Canada. Some options have been put forward as possible solutions to this problem such as 
public/private partnerships for the purchase of rolling stock and provision of services, as in the U.K. 
Another option is having the train operator enter into a service agreement with an equipment 
manufacturer to build and service an asset (such as rolling stock) over the life of the contract. 


All of these scenarios are potentially workable, but what is critical to their success and VIA 
Rail’s long-term viability is the need for a credible business plan together with a long-term 
government commitment of stable funding for passenger rail services in Canada. No passenger rail 
system in the world operates without government subsidy and Canada is no exception. It has been 
stated many times before, in Parliamentary reports and independent studies, that without a long-term 
financial commitment by government, the provision of passenger rail services will limp from one 
crisis to the next with no resolution of its ongoing problems. 


3. Service Characteristics: Frequency, Speed and Capacity 


One of the most critical issues facing VIA Rail is gaining more train frequency for its operations 
in the Quebec City-Windsor corridor. At the present time, VIA Rail has contracts with CN Rail and 


to a lesser extent with CP Rail to operate passenger trains over their tracks. In the corridor, the 
majority of VIA Rail’s services are operated over CN Rail’s tracks. As a major part of VIA Rail’s 
business strategy, it must increase train frequency in the corridor from one express each way to three 
in each direction. According to VIA Rail testimony the express trains would achieve an average 
speed of 160 km/h and make few stops between Montreal and Toronto. VIA Rail envisages using CN 
Rail’s mainline between Montreal and Toronto for faster and more frequent passenger trains and 
time-sensitive freight, with all other traffic routed on CP Rail’s track. 


Testimony by the freight railways revealed that they were not sympathetic to providing more 
access to VIA Rail over their tracks, particularly in the corridor. CN Rail presented four conclusions 
to the Committee regarding VIA Rail’s proposal for more and faster passenger trains on its 
time-sensitive freight lines. These are: 


1. Increased speed and frequency require more track maintenance, resulting in higher costs. 
Issues of track safety, track capacity and service reliability would arise because trains that 
operate at speeds in the 160 km/h range should do so on dedicated track rather than in a 
mixed freight operation; 


2. Passenger trains utilize far greater track capacity than freight trains (CN Rail states this to 
be a ratio of approximately 5 to 1). An additional 4 trains per day in the corridor would 
consume capacity equal to as many as 20 additional freight trains; 


3. CP Rail’s infrastructure would require extensive expansion and alteration, at significant 
cost (in the $500 million range), before it could handle the freight workload VIA Rail 
suggests; and 


4. VIA Rail’s proposal would deny CN Rail access to important marshalling yards in the 
corridor. These yards are crucial to CN Rail’s service reliability in the all-important 
Halifax-Chicago corridor. 


CN Rail stated that its ability to serve its freight customers would be seriously impaired if it was 
required to provide more access to passenger rail. 


For these reasons the freight railways believe that VIA Rail’s plan is not workable and would 
severely jeopardize their competitiveness in Canada. They do not believe that you can have 
additional passenger trains travelling at speeds in excess of 160 km/h operating on the same tracks as 
freight trains. The Committee must be confident that any expansion of passenger rail services does 
not jeopardize a $7 billion freight business in order to remedy a problem with VIA Rail’s $400 
million business. 


The Committee understands that railway capacity depends on anumber of factors. The concept 
of capacity itself needs some definition. Railways generally define capacity by calculating the 
number of trains that can utilize a given rail line with an acceptable amount of delay. The factors 
that influence capacity of a given section of railway line include: 


e the configuration of the route, including curvature, gradient, number of tracks, location and 
length of sidings, and the configuration of at-grade road crossings; 


e the condition of the track; 

e the signalling and control systems in place; 

e the make-up of trains in terms of lengths, power-to-weight ratios, braking capability, etc.; and 
e the mix and speed of trains. 


Capacity is maximized when all trains on the line have similar characteristics, particularly in 
terms of speed. For example, the Rocky Mountaineer travels at the same speed as freight trains on the 
same line. As CN Rail told the Committee, if all freight trains were uniform in operating 
characteristics, the introduction of a higher speed (160 km/h) passenger train uses up the capacity of 
five channels or possible paths for freight trains. One must compare the number of channels 
(estimated at 53 per day) with the number of trains actually operated on each section of the corridor. 
In North American circles, one passenger train uses up the capacity that could be available for three 
freight trains. Alternatively, three freight trains use up the capacity of one passenger train. 


Exhibit 2 provides a diagram of the contentious Quebec City- Windsor corridor, demonstrating 
the weekly passenger and freight train movements over each section. The Committee heard that, for 
the present, the Montreal-Toronto corridor is not running at capacity. CN Rail track can accept more 
VIA Rail trains on this line, up to a point. After such a point, which has yet to be defined, capacity 
constraints become a problem, particularly between Brockville and Pickering, necessitating 
innovative solutions. These are: (1) the construction of additional track (additional or longer 
sidings); (2) improved signalling systems; (3) improved scheduling of services (freight trains could 
increasingly be shifted from a demand to a scheduled basis); (4) improved station configurations; (5) 
the diversion of freight trains (slower freight trains to the CP Rail line); and (6) the creation of an 
infrastructure authority (private company that would coordinate all train traffic on a commercial 
basis). 
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In relation to the issue of capacity and train frequency as a condition of passenger rail growth, 
the Committee has some concern over the issue of speed. While recognizing that increasing the 
frequency of express trains will likely gain VIA Rail more ridership, the Committee is not totally 
convinced that this is the entire solution to VIA Rail’s problems. Throughout the Committee’s 
hearings there was a consistent theme that travel time was the crucial element in attracting and 
retaining greater ridership. On-time departures and not more than three hours in the 
Montreal-Toronto corridor will be pivotal in this debate. In order to do this, speeds in the 240 km/h 
range seem to be the most appropriate to achieve this goal. This was clearly the case with AMTRAK 
in developing its higher speed service in the Northeast corridor between Boston-New 
York-Washington. In order to take market share from the airlines, it has to achieve an average speed 
of 240 km/h. Speed in conjunction with frequency would likely provide VIA Rail with a more 
workable solution for growing its business. 


4. Environmental Considerations 


There has been considerable discussion on the role of passenger rail in contributing to Canada’s 
commitment to stabilize and reduce pollutant gas emissions through reducing our dependency on 
automobiles. When consulting the work of the Royal Commission on National Passenger 
Transportation, the Committee found that the train, on short routes like that in the Montreal-Toronto 
corridor, using current occupancy rates, performs considerably better than the car in terms of carbon 
monoxide (CO), carbon dioxide (CO) and volatile organic compounds (VOCs) emissions, but is 
more harmful in terms of nitrous oxide (NOx) emissions. On longer trips, like that between 
Saskatoon, Sask., and Halifax, N.S., the train, in general, continued to fare better than the car, 
although CO» emissions rose by train relative to the car because of the addition of sleeper cars. In 
general, the airplane was much kinder to the environment than the train, particularly as the length of 
the trip increases (see Table 1). Rail, therefore, offers an environmentally sound alternative to cars. 
The critical issue 1s whether rail can attract passengers from the automobile. 


During the Committee’s study, we looked at passenger rail services in the U.K., France and the 
U.S. From the information the Committee has examined, it would appear that the major shift of 
passengers to rail comes from the air mode. This is especially true with regard to high-speed rail. 
High-speed rail competes directly with the air mode for passengers, not the automobile. When we 
look at lower or intermediate speed rail services, itseems unlikely that significant “modal bleed” will 
come from the automobile because the speeds are just too slow to be an attractive alternative to the 
car. We are faced with a dilemma. If train speeds are too slow, rail is not a viable option for many 
automobile users. If higher speed rail is introduced, the target market is the air passenger, and the 
desired goal of getting people out of their cars may not be achieved. Another inherent conflict is the 
fact that while it makes good policy to shift some freight from trucks to trains, such a move would 
inhibit the growth of passenger rail services in Canada without significant investments in 
infrastructure. 
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Table 1 
Examples of Emissions by Mode on Two Intercity Routes 


elype or . Public Transportation with 
Emission; =~ | ~— Current Occupancy Rates* 


Train 


Public Transportation with Public Transportation with — 
Current Occupancy Rates All Seats Full 


0.14 0.54 0.09 
0.31 0.17 
23 121 113 


a) Rates at which seats are currently occupied on public transport vehicles are estimated for the Toronto to Montreal 
route at 77% for bus, 62% for train and 67.5% for airplane. For cars, the occupancy is 1.8. 


b) | On the Saskatoon to Halifax route, the estimated occupancy rates are 57% for bus, 70% for train and 67.5% for 
airplane. 


Source: The Final Report of the Royal Commission on National Passenger Transportation Directions, Volume 1, 
Supply and Services Canada, Ottawa, Canada, 1992, p. 167. 


5. Issues of Governance 


In the federal government’s recent decisions to commercialize marine ports and harbours, 
airports, the air navigation system and CN Rail, there was a spectrum of options open to it: ranging 
from a Crown agency to a Crown corporation to a local not-for-profit authority, combining private 
and public representatives on its Board of Directors, and, finally, to a private for-profit corporation. 
Not surprisingly, the government chose all of these governance structures, depending on the specific 
circumstances and according to what it perceived was best suited to the public interest at that time 
and for the foreseeable future. Thus, remote marine ports remain Crown agencies; Canada’s largest 
airports are largely not-for-profit authorities; Marine Atlantic, which provides ferry services on 
Canada’s east coast and was formerly a subsidiary of CN Rail, is a Crown corporation; CN Rail is 
now a private for-profit corporation. Essentially, the same spectrum of governance structures for 
VIA Rail services, with subtle but notable differences, remains open to the government. 
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While recognizing that there are serious impediments that must be addressed if VIA Rail is to 
succeed, the next section sets forth some structural options that should be explored to revitalize 
passenger rail services. The Committee has evaluated the merits and demerits of the following 
governance options: (1) the current Crown enterprise structure, where VIA Rail continues as a 
non-commercial Crown corporation without a legislative mandate and with limited operating 
autonomy and borrowing authority as rigidly governed by the Financial Administration Act (FAA); 
(2) a commercial Crown corporation with the Government of Canada providing a legislative 
mandate and a long-term financial commitment, also governed by the FAA but less stringently; (3) 
the franchising option, where private operators provide VIA Rail’s existing services, in whole or in 
part, according to minimum levels and patterns of service determined contractually with the 
Government of Canada while largely receiving a subsidy as determined by a competitive bidding 
process; or (4) outright privatization, where VIA Rail assets are put up for sale to the highest bidder 
under a competitive bid tendering process. Service levels and patterns would then be determined by 
private operators either under prevailing financial constraints dictated by market forces or under 
contract with the government for subsidy as may be required for the retention of some obviously 
unprofitable services. 


THE GOVERNANCE OPTIONS 


There are four governance options considered in this section. While this seems to suggest that 
there are only four possible governance models from which to choose, sub-sets or alternative choices 
on the types of services or combinations of financing vehicles within each option are, within certain 
parameters, interchangeable between options. That is, each option is not mutually exclusive; they 
can be combined in different ways. Indeed, there may be other options. 


The Committee also believes that the Government of Canada should consider each of these 
options in light of VIA Rail’s three principal businesses: (1) corridor services, (2) transcontinental/ 
tourist services, and (3) remote/regional services. 


Furthermore, for public policy reasons, the Committee agrees that the Government of Canada 
should, when considering these four options, respect the following guiding principles: 


The first test is: Is any service or any product commercially viable? If it is commercially viable, 
we believe it should be allowed to occur and operate on commercial terms. I think the Rocky 
Mountaineer service is perhaps a good example of that and currently in play in our network, 
where we have negotiated commercial terms and they’re operating a service without subsidy. 


The second test is: Is the service required in the public interest? ... it’s a question that needs to be 
asked and the decision made. 


If there is a service that’s required in the public interest, then you need to ask question three, 
which is: What’s the best way to deliver that service? What’s the most cost-effective way to 
ensure the appropriate service level is provided?? 


2 Hugh McDiarmid, Executive Vice-President, Commercial, Canadian Pacific Railway, Minutes of Proceedings of the House of 
Commons Standing Committee on Transport, March 17, 1998, p. 5. 


12 


1. Crown Enterprise: Preserving the Network 


In the second section of this report, the Committee described the status quo that incorporated a 
government operating appropriation of approximately $170 million on a continuing annual basis but 
with no significant capital appropriation for fleet renewal as a “death spiral.’ The Committee means 
to prevent this from happening. Thus, this first scenario includes a commensurate capital 
appropriation that would enable VIA Rail to renew its rolling stock on a timely basis in order to 
maintain existing service levels and patterns. In this way, VIA Rail’s funding formula would be 
adjusted to ensure that the current service offerings to the public can be sustained indefinitely. This 
scenario would require an additional amount of approximately $800 million over the next few years 
for capital expenditures. 


This scenario means that VIA Rail would retain its non-commercial Crown corporation status, 
determine the types, levels and patterns of service offerings to the public in consultation with the 
Minister of Transport and his departmental officials, report annually its five-year plan to Parliament, 
and retain its line item funding from Transport Canada while possessing very limited borrowing 
authority. In this way, Parliament could maintain an active hands-on policy approach in all aspects of 
passenger rail services in Canada through pro-active oversight by Transport Canada and Finance 
Canada. 


There are two principal benefits that flow from the preceding scenario. First, the access to 
tracks controversy disappears as a policy issue since any new frequencies required by VIA Rail in the 
Montreal-Toronto corridor would have to be privately negotiated. Second, this scenario would 
appear to offer the least financial risk exposure to the government of the two Crown corporation 
proposals. Two principal detractions are: (1) continued costly administration of government 
provided services by Transport Canada and Finance Canada; and (2) relatively simple market 
opportunities that are foregone, such as diversification into complimentary services, including 
equipment maintenance and carriage of mail and express goods. 


2. Crown Corporation: Passenger Rail with a Long-term Commitment 


This option is similar to the first scenario in many respects but offers additional operational and 
financial autonomy, flexibility and capacity to VIA Rail management. Here, the Government of 
Canada provides VIA Rail with a legislative mandate, shifts its funding status from a Transport 
Canada line item to its own permanent budget item and offers a long-term financial commitment to 
VIA Rail in the order of $170 million a year for approximately 10 years. These actions would permit 
VIA Rail management a longer business and financial planning horizon and more borrowing 
options, possibly resulting in greater operational efficiency. However, track access now becomes an 
important issue to resolve. VIA Rail commented on the basic ingredients of this scenario: 


We have no legislative mandate. To restructure VIA as a commercial Crown corporation, you 
need to do more than change the name. We would need to find a way to give the new corporation 
all the power it needs to access the market effectively, with a higher level of autonomy, both to 
make effective business decisions and to earn credibility in the marketplace. ... This market 
access would be especially important for VIA’s efforts to develop new partnerships between 
private and public sectors. ... The management of rolling stock is a prime example. The private 
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sector could assume the responsibility for designing, building, financing, and maintaining 
rolling stock up to the quality, safety, and performance standards set by VIA. In addition, we 
could generate much needed capital for infrastructure improvements through the sale and 
lease-back of existing rolling stock and maintenance shops. 

All options require ongoing government funding for capital expenditures, but at a level no 
greater than that of today. All require access to existing tracks, along with significant 
infrastructure improvements. Access to tracks that we do not use at present would be needed for 
new routes and connections to airports. Infrastructure improvements, track improvements, 
better switching and signalling, and better stations and facilities would be essential to provide 
services at the level of quality, safety, and reliability we need. ... This means more than a 
government mandate-to-mandate commitment. The future of passenger rail depends on a 
long-term commitment that allows for long-term private sector involvement. 


From the Government of Canada’s perspective, then, this second option exposes it to more 
financial risk than the first scenario as it offers VIA Rail greater borrowing capacity, with the 
government as guarantor or de facto guarantor. Additionally, there is no assurance that the 
application of these funds will payoff in more efficient passenger rail operations and less financial 
dependence on the government in the future. Lower expected maintenance and repair costs from 
new rolling stock and other capital investments do not necessarily translate into less financial 
dependence on the government if other factors are not kept in check. Needless to say, a sound and 
realistic business plan becomes critical. 


But beyond accepting these risks as a fait accompli, the government could better assure itself of 
promised efficiencies by demanding significantly improved operational and financial performances 
inreturn. This guid pro quo approach should alleviate concerns of uncompensated financial risk if 
there are penalties or negative consequences for failure to perform; these consequences must be 
credible. For example, the Minister of Transport could table a “glidepath” to absolute or partial 
operational self-sufficiency, at least on the non-mandatory services, whereby the government would 
gradually reduce the operational portion of overall appropriations of $170 million to VIA Rail to a 
more comfortable and prudent level. Failure to satisfactorily meet the stated operational criteria 
would result in a suspension of the remaining financial commitment and alternative options would 
then be explored. 


3. Franchising: Public-Private Railroad Partnerships 


The franchising scenario involves a very different philosophical approach than the previous 
two scenarios. Franchising passenger rail services in Canada means, at the very least, not being 
wedded to the “one-service provider” model and “‘the-one-size-fits-all” passenger rail services 
formula that is often characteristic of VIA Rail offerings. Indeed, franchising is one of the most 
intriguing of the public-private partnership concepts or models. It is premised on private-sector 
provision of services that are directly regulated by government agency and/or by contract, involving 
either a premium paid to the government for exclusive rights to render services that are clearly 
profitable, or government subsidy in the absence of such profitability. 


Terry Ivany, President and CEO, VIA Rail Canada, Minutes of Proceedings of the House of Commons Standing Committee on 
Transport, February 26, 1998, p. 6. 
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The franchising scenario may be a more appropriate solution because passenger rail service 
requirements are different across the country: some being dominated by travellers demanding the 
most basic or cheapest transportation options, some by commuters, some by tourists and still others 
by more balanced mixes of these different types of users. In this circumstance, it may be more 
effective and efficient to have several providers, with specific local knowledge of market size, 
variety and sensitivities to the price/quality spectrum, as well as specialized talents, delivering these 
services. 


Balanced against these arguments for small regionally based operators is the possibility of 
fragmenting the network. Two issues that would need to be resolved at the outset of establishing 
franchised passenger rail services: the optimal size and duration of a franchise licence. While the 
U.K. chose 7 years as the standard term, the Committee agrees with VIA Rail that a minimum 
15-year term would be necessary to attract the private sector. Canada’s lower density traffic levels 
would undoubtedly require longer periods to realize an adequate rate of return on investment for 
private sector interests, while holding down the amount of subsidy. The Committee believes that 
these franchise contracts would need to contain very specific requirements to meet agreed service 
standards such as train frequencies, ticketing between regions, and maintaining, participating and 
paying for a telephone and Internet consumer information service to avoid needless market 
confusion. Failure to comply with the contract requirements would result in the franchise being 
revoked. 


The Committee holds the view that private-sector participation in passenger rail could unleash a 
spectrum of innovative ideas and creativity that could result in a more customer-oriented service. 
From the consumer’s perspective, better matched service levels, patterns, frequencies and prices 
made possible with the franchising option may prove worthwhile. From the government’s 
perspective, more effective and efficient services delivered by these franchisees may mean a lower 
overall subsidy, as well as a shift of revenue and debt risks to the private sector. With the right 
business plan, private sector capital might be forthcoming to finance any infrastructure 
requirements. A win-win situation is, therefore, clearly possible. 


The Committee learned from the franchising of passenger rail services in the U.K., that a 
win-win proposition is possible with the presence of two criteria: (1) a competitive bidding process 
for optimally designed franchise rail networks; and (2) a vigilant and empowered franchisor and 
independent regulator, possibly merged into one government agency, ensures the capital assets are 
maintained at national standards, thereby protecting good passenger service at reasonable rates. 
Franchising could be implemented on a full or partial basis. 


In the opinion of the Committee, confiscating or nationalizing the rail infrastructure in Canada 
is not a desirable option. The Committee also believes that reasonable negotiated track access 
agreements are imperative. 


In the end, this scenario would provide some of the benefits of privatization, such as private 
sector management skills required to attract investment capital, but it would also retain public 
control over services (i.e. frequencies, schedules, minimum service levels, etc.). The disadvantages 
of franchising would be that the government would have to establish a monitoring agency to exercise 
control and act as a “guardian of the network.” Here again, it must be noted, that franchising does not 
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entirely do away with government subsidies. The theory is that franchising may reduce the reliance 
on subsidies and provide for more efficient provision of passenger services. However, in the final 
analysis, the government is still responsible for the ultimate success of the service at the end of the 
franchise period. If it fails, the government is still “on the hook” for the provision of the service. It 
can take over the service, put it out for other successful bidders to operate or, in the worst case 
scenario, shut down the operation. The basic policy question for the government under this scenario 
is which services to franchise and what happens if the franchise is not successful? 


4. Privatization 


The privatization of VIA Rail services and routes is also a scenario to consider. It offers the 
transfer of all operational and financial risks from the Government of Canada to the private sector. 
The government would no longer assume these responsibilities and the market would decide what 
passenger rail services are needed, including their levels and patterns across the country. The 
Government of Canada would also save on the cost of administrating these services. Indeed, they 
could potentially disappear altogether. Against these administration savings the government must 
weigh VIA Rail wind-down costs, possibly involving the writing-off of substantial book asset values 
and debts. 


Several routes would be put at risk, particularly the remote lines, as it is inconceivable that even 
the private sector could not sufficiently revitalize these markets. For example, the transcontinental 
service may not operate year-round, but instead, only when there is sufficient demand to warrant 
service; winter service could be out the window. Politically, some may interpret this scenario as 
abandoning passenger rail as a national institution; others would interpret it as creating a “level 
playing field” with other modes of transportation as rational passenger rail services would ensue, like 
that offered by all other modes. 


However, as mentioned earlier, no passenger rail system in the world operates totally without 
government subsidy in one form or another. This would also be the case with the privatization 
concept. Private operators would require some form of subsidy whether it be tax concessions, 
improved capital depreciation allowances, or an outright government contribution to cover capital 
and/or operating deficits. Full or partial privatization is also an option. The question that must be 
addressed is whether this scenario can provide the level of service identified as necessary by the 
government at the least cost to the taxpayer. 


HIGH-SPEED RAIL 


Since the Tokaido high-speed rail line between Tokyo and Osaka, Japan, was opened in 1964 
and the development of high-speed train technologies in Sweden, Germany and France, there have 
been questions as to whether this type of investment would be viable in Canada. The common 
features of these technologies are dedicated track, electrification and few or no level crossings. If 
there is an opportunity in Canada for high-speed rail, the obvious location is the Quebec 
City- Windsor corridor which contains approximately half of the total population of the country. The 
first major study on this subject was conducted by the Canadian Transport Commission in 1970. 
Since that time there have been several other studies. 
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The last major study was sponsored jointly by the governments of Canada, Quebec and Ontario 
and was completed in April 1995. This study concluded that high-speed rail would be technically 
feasible and desirable from a number of points of view but, from a financial point of view, would not 
achieve a rate of return high enough to attract private sector investment for the whole investment 
required. In fact, the study concluded that 75% of the investment would have to be supplied by the 
public sector. In view of the economic circumstances at the time, the study suggested that the 
initiatives for the next stage of the project should lie with the private sector. 


This challenge was taken up by a consortium of private firms including system suppliers and 
rolling stock constructors, engineers and construction firms. These firms have joined together to 
form the Lynx Consortium, which has undertaken a number of studies and has now come forward 
with an outline of a proposal that it has presented to the three governments. This proposal is outlined 
in Appendix D. 


CONCLUSIONS 


Throughout our study of passenger rail services in Canada we have been struck by the fact that 
almost every witness that appeared before us said that VIA Rail could not continue in its present 
state. To do so would be to signal its slow death. To prevent this from happening we were presented 
with a number of issues that must be addressed in order for VIA Rail in particular, and passenger rail 
services in general, to flourish. These include: clarification of VIA Rail’s role in the provision of 
passenger rail services; allowing alternate service providers into the passenger rail market; the level 
of federal subsidy allocated for passenger rail services in Canada; the issue of increased capacity for 
passenger trains operating over the freight railways’ infrastructure; the provision of mandatory and 
remote passenger rail services; high-speed rail in the Quebec City-Toronto corridor; and future 
governance options for VIA Rail. Above all, the Committee believes that passenger rail service has a 
major role to play in Canada and should include service coast to coast. 


Of all of these issues, the only new one that has arisen during the last 10 years is that of capacity. 
The other issues have all been noted, studied and had recommendations come forward for their 
resolution. Yet, we are again reexamining the same problems with passenger rail services and how to 
resolve them. The very serious question has to be asked: Why are we doing this? The clear answer is 
that governments have not addressed these issues and we are yet again faced with a crisis in 
passenger rail service. How long can this precarious condition be allowed to continue? We have been 
told that this is the last chance to do something and that if the government does not act now, VIA Rail 
is on its last legs and passenger rail services in Canada are in severe jeopardy. 


We believe that this situation cannot continue. VIA Rail in particular, and passenger rail in 
general, must be given the necessary tools to provide an efficient, reliable and cost-effective service 
to the travelling public. Without this we will again face the same situation that we face today. The 
Committee, therefore, makes the following recommendations that provide the government with a 
variety of options to address the current issues in passenger rail. 
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RECOMMENDATIONS 


Policy 


Policy Objectives 


Since VIA Rail’s creation there has been a serious policy void, especially with regard to what 
the government expects from VIA Rail. The Committee unanimously agrees that the status quo 
is not acceptable. The fundamental question and key policy issue that must be addressed is: What do 
we want to do with passenger rail services and how do we do it? 


Therefore, the Committee recommends: 


1. That the government define and commit to long-term support, not less than 10 
years, for passenger rail objectives in Canada, including the route network, 
level of service and long-term stable funding to allow stakeholders to 
recapitalize rolling stock and infrastructure and enhance passenger rail 
services. 


2. That the government announce its new long-term policy objectives no later than 
September 30, 1999. 


VIA Rail’s Role 


Throughout our study the Committee was convinced that passenger rail services must evolve to 
meet the changing demands of the marketplace, the economic climate of the country and the varied 
needs of Canada’s regions. Our passenger rail services have to be adaptable and flexible enough to 
address the variety of needs that are demanded by the travelling public. If this is not done, the 
passenger rail market will disappear. In order to achieve this goal we believe it is time to reassess 
VIA Rail’s role and look at the possibility of allowing other service providers into the passenger rail 
market. There may be opportunities for the private sector, especially with regard to tourist trains, to 
develop and grow markets while relying less on government subsidies than is presently the case. 


The Committee therefore recommends: 


3. That the government allow for and encourage innovative public and/or private 
partnerships on segments of the rail network so that all services might be 
delivered in a cost-effective and efficient manner. 


Subsidy Level 


In relation to subsidies, we heard that VIA Rail required a long-term commitment in terms of 
money from the federal government. This is no different from any other country when it comes to the 
provision of passenger rail services. They are all subsidized. The questions that must be answered 
are: How much should the subsidy be? Can it be lowered under the current situation? Can the private 
sector provide a more efficient service at a lower subsidy level? And, how long of a financial 
commitment should be made to VIA Rail or passenger services by the government? 
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While we cannot say for certain what the subsidy level should be, we are of the opinion that this 
financial commitment cannot be open-ended. Some control has to be placed on the passenger rail 
operator receiving the subsidy. Great Britain is attempting to do this through its franchising 
agreements, where subsidy levels are scheduled to decline over the term of the franchise. Without 
this type of discipline, the subsidy levels could rise to truly unacceptable levels for a very long period 
of time. 


Therefore, the Committee recommends: 


4. That the government commit to stable funding for passenger rail in the amount 
of $170 million annually, to be reviewed every two years. 


Remote Services 


During our study we heard testimony regarding the definition of what constitutes a remote 
service. Some witnesses pointed out that the generally accepted concept of a remote service was one 
that operated in an area where the population had no reasonable access to alternate modes of 
transportation. If this is the accepted view, then what may be required is a reexamination of the eight 
remote services operated by VIA Rail to ensure that they are truly remote and required to be provided 
in the public interest. If they do not meet these criteria then the government must address the 
question of whether or not they should be subsidized. 


Therefore, the Committee recommends: 


5. That the government undertake an immediate review of all services that have 
been designated remote in order to ascertain which of these are truly remote. 
Those routes designated as remote must be protected in the public interest and 
funded through a separate federal allocation. 


Competition 


In relation to private sector ownership of passenger rail services, one issue that arose was that of 
competition between the private sector and a subsidized rail service (i.e. VIA Rail). Depending upon 
the model chosen for the provision of passenger rail services in Canada, this issue would have to be 
addressed to ensure a “level playing field”’ is attained between the private sector and a subsidized 
public service. We believe, that as far as practical, competition should be fair and reasonable. 


Therefore, the Committee recommends: 


6. That the government ensure that, with regard to competition in the passenger 
rail sector, no undue hardship be placed on the private passenger rail operator 
by a passenger rail subsidy, thus ensuring a level playing field. 


Track Access 


One of the key issues for the Committee to deal with was that of track access. In order for a 
passenger service to be more viable, especially in the Montreal-Toronto corridor, it must have 
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adequate access to the track so that more travellers will be attracted to the service. We believe there is 
additional track capacity in the corridor and that passenger services should have adequate access to 
it. 

If it is accepted that there is some additional capacity available in the corridor for passenger 
trains, we are faced with the question of how to obtain the right to use it. Basically, there are three 
approaches that the government can take to address this issue: (1) negotiation; (2) legislation that 


would provide rights of access; or (3) legislation that would divorce track ownership from freight 
carrier operations. 


The option of track ownership by a third party would be tantamount to nationalization of the 
roadbed. A private or public body could be created to own, manage and allocate space on the track. 
However, this seems to be a rather cumbersome and intrusive approach to allocating track capacity 
and an unnecessary encroachment on private property rights. It would likely be more efficient to let 
train operators manage the infrastructure as this is part of their core business. 


Having said this, the Committee believes that the optimum solution to track access is through 
meaningful negotiation between the freight railways and passenger operators. An atmosphere must 
be created whereby passenger operators can negotiate reasonable terms of access with a track owner. 
Perhaps one such tool for improving the environment for negotiations would be legislative provision 
of “running rights” for passenger rail operators. In effect, running rights provide legal permission for 
one railway to operate over the track of another railway company. The rationale for these rights is to 
allow a railway to avoid constructing costly infrastructure when underutilized capacity is available 
on another railway’s lines, allowing for more efficient railway operations and to ensure that the 
public interest overrides competitive private interests. 


Most agreements for running rights are voluntary. That is, they are voluntary commercial 
agreements between two railway companies. However, when a voluntary agreement cannot be 
reached, there are provisions for running rights in the Canada Transportation Act (s.138), whereby a 
railway company may apply to the Canadian Transportation Agency (CTA) for the right to operate 
over the lines of another. The Agency may grant the right, subject to any conditions it may impose, if 
it deems access to be in the public interest. If the railways cannot agree on the amount of 
compensation to be paid by the railway obtaining the right, the CTA may set the amount of 
compensation. Running rights, therefore, provide the necessary catalyst to “kick start” meaningful 
negotiations between passenger and freight railways on the capacity issue. 


Therefore, the Committee recommends: 


7. That the government encourage the freight and passenger railways to negotiate 
reasonable track access agreements within 18 months, ensuring that passenger 
rail providers can grow their business and deliver cost-effective and efficient 
services; and 


8. That the government make it explicitly clear that, in the event that “good faith” 
negotiations for infrastructure access are not forthcoming, the access provisions 
for running rights contained in the Canada Transportation Act will be invoked to 
ensure fair and reasonable access for passenger rail services to essential rail 
infrastructure. 
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Governance 


The models we have looked at each have their pros and cons and, as we stated in the report, the 
four options are not mutually exclusive. The contents of each can be combined in different ways to 
multiply the number of options that are under consideration. 


While not being specific, the Committee believes that whatever option is chosen, it should 
contain a number of key elements to ensure its success. These include: greater flexibility for the 
operator; the ability to provide a variety of services to meet the market demands of the travelling 
public; a clear definition of the passenger rail network to be operated and at what service levels; the 
ability to accommodate public/private partnerships in the provision of passenger rail services; and a 
mechanism to ensure that the passenger rail operator adheres to a solid business plan in the provision 
of its services. 


Therefore, the Committe recommends: 


9. That the government confer commercial Crown corporation status to VIA Rail 
to provide greater operational flexibility and access to capital; and 


10. Furthermore, the government, through an independent government agency, 
should, within two years, pilot-test the franchising of selected segments within 
the VIA Rail system. 


The Lynx Project 


The Committee is attracted to the concept of a major improvement in intercity transportation in 
Canada as would be the case with high-speed rail in the Quebec City-Toronto corridor. Because of 
the scale of government contribution required, we believe that the Minister of Transport should very 
carefully consider federal government participation in the Lynx Project. 


Therefore, the Committe recommends: 


11. Given the potential for high-speed rail in the corridor, the government should 
participate with the governments of Quebec and Ontario in Phase II of the Lynx 
proposal to a maximum of $25 million over 41 months, with the balance of 
government funds coming from the provinces of Quebec and Ontario. 


aN 


, a. s 

Foam pi oo 

we oe ha am 
e 


- 


———- at “nine 


ali ie ais 


fut ae acre 


J 
ay 


visi) ari uainecessar j ancraackrsent: ongrivines praperty a ioten Mi pen Likes be-mose eff 


tron operstors mamtace tee ipirasracture ak Bis, ia 7 We i AS SD Silf woslity a 


tao’ hye Soca Hs an at ate es oa 
Oe reared wie “on {etkonwer Aperalon: an Wegot aia baldna arms OF ActeSA ith oy a 
re dur alse bot ii Reed nines ony ont), ieckieaaae 
- * SSW Ret BOSSE RS etek ane tes -Aoip eee aw? ltn pepo apaAaSSton FOr 


cr. mower the track of ancl callous compan T Lerwatage ta DAMM sqetiwhts 19 te 

Ra Pe og, to Sit Ow fe ap t} V ERE riesthuy tune when tenderuttlized canacity 1s availahia’ 

ai Me? <a i. Ss TOE Re a ethic faiiway operations aad air Fohe SH 
Wet Hi Cire 0 ists sal bh! a ue 3 [ : : ; 


fi noienaqansitiisn eal at Lanitievpiait NMR: te24 OG sit Of faah aio A Sea Mo cial 

Jaonibasl sobie? otegae lo uit 2 ah oukd sifigy Lins agoqarstyia aly, sun ond ad. hivovw,.2e 6bage 
cece URdAT IR gIET AD earn hael hell ougiip oy hasnper notsestininas mramnarpaune 9 Bee, 
railway corpany ney app! A aoe der sab geiteiaiipe 4 eS Freeh aSHANOS eUaFaaED 


over the tries of am thet. lie Agetic= mav era nt the ri seo If aw cond + hE Pe a3 atlas o if 
; : oe. 0 4 
i deans sovews i 3 h PUDUC Inhepal yi ‘ebisarie of) 3H janumo. 3 bot 99 olga of 


CO eel oper sade pedal iobiu pmb beaqeatgirt naNGiihesbon out tists ebit. of 
Ree F Sei ky (Doped? at ofietaty hee aida 0 tu stories engi s Wie shail se@aningiil 
newer Fe eng wat) Biter ect ieee eotitiar 282 tecmemizmm « ot Iscoqeiq  — 


Thenefan Pee? bag poten’ to coonivergodt mort yninws hawt troma tog 


That the geverwinend cnvtrurape the Pele and egrueeds Tall wars to nezotinig 

‘enscmable track access nre-eremets within im zeenths. ensuring ial passenger 

rail providers can grow their lpasiness aad deliver cost-cftective and efficient 
rvices, asx | 


ve 


Ll. Thatthepovernment make ii expiicitiy clear that, in the event that “good falih™ = , mo 
negotiations for infrastructure access are not forthcoming, The ACCESS DVO VIER | ual 
for casming rightscontained in the Canada Transportation Act will be inward $005 oer 
eteyre fair qos eeusphuble- access for — rail servicee-ty essential rail wv | 


ee oe; en ae : i | 46 eat 


. aS <i ee > ry ee, _. 
ee oe oe oe a oe te 


LIST OF RECOMMENDATIONS 


Recommendation 1 


That the government define and commit to long-term support, not less than 10 years, 
for passenger rail objectives in Canada, including the route network, level of service 
and long-term stable funding to allow stakeholders to recapitalize rolling stock and 
infrastructure and enhance passenger rail services. 


Recommendation 2 


That the government announce its new long-term policy objectives no later than 
September 30, 1999. 


Recommendation 3 


That the government allow for and encourage innovative public and/or private 
partnerships on segments of the rail network so that all services might be delivered in 
a cost-effective and efficient manner. 


Recommendation 4 


That the government commit to stable funding for passenger rail in the amount of 
$170 million annually, to be reviewed every two years. 


Recommendation 5 


That the government undertake an immediate review of all services that have been 
designated remote in order to ascertain which of these are truly remote. Those routes 
designated as remote must be protected in the public interest and funded through a 
separate federal allocation | 


Recommendation 6 


That the government ensure that, with regard to competition in the passenger rail 
sector, no undue hardship be placed on the private passenger rail operator by a 
passenger rail subsidy, thus ensuring a level playing field. 


Recommendation 7 


That the government encourage the freight and passenger railways to negotiate 
reasonable track access agreements within 18 months, ensuring that passenger rail 
providers can grow their business and deliver cost-effective and efficient services; 
and 
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Recommendation 8 


That the government make it explicitly clear that, in the event that “good faith” 
negotiations for infrastructure access are not forthcoming, the access provisions for 
running rights contained in the Canada Transportation Act will be invoked to ensure 
fair and reasonable access for passenger rail services to essential rail infrastructure. 


Recommendation 9 


That the government confer commercial Crown corporation status to VIA Rail to 
provide greater operational flexibility and access to capital; and 


Recommendation 10 


Furthermore, the government, through an independent government agency, should, 
within two years, pilot-test the franchising of selected segments within the VIA Rail 
system. 


Recommendation 11 


Given the potential for high-speed rail in the corridor, the government should 
participate with the governments of Quebec and Ontario in Phase II of the Lynx 
proposal to a maximum of $25 million over 41 months, with the balance of 
government funds coming from the provinces of Quebec and Ontario. 
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APPENDIX A 
AMTRAK’s Crown Corporation Model 


AMTRAK was created by the U.S. Congress in May 1971 to provide intercity passenger rail 
services; itis the only company that provides such services in the contiguous U.S. Today, AMTRAK 
serves 40 routes covering 516 stations in 44 states with more than 200 trains in operation every day 
over 24,000 miles of track, 730 miles of which it owns. Only one of these services, the Metroliner in 
the North East Corridor (NEC), is profitable in the sense that it meets all of its operating expenses and 
makes a financial contribution to overhead and capital. AMTRAK carries about 20 million 
passengers a year and another 48 million commuters under contract with some of the nation’s largest 
(municipal/regional) commuter agencies. The railroad’s total revenues amounted to US$1.67 
billion in fiscal year 1997, including passenger-related revenues of US$1.03 billion and commuter 
operating and reimbursable revenues of US$333 million, with other revenues making up the 
difference. 


Despite these impressive numbers when compared to VIA Rail, AMTRAK, nevertheless, 
recorded an annual operating deficit of US$762 million in fiscal year 1997. The company’s US$4.5 
billion in assets include more than 1,500 bridges, 16,396 pieces of catenary (overhead electrical) 
equipment, more than 300 locomotives and 1,700 passenger cars. The average age of the passenger 
fleet is 18 years, while the average age of its locomotives is 13 years, but the latter will soon drop to 
3 years when the latest batch ordered is delivered and older units are retired. 


1. Corporate History 


Until 1971, passenger rail service in the U.S. was provided by independent railroad companies 
as part of their common carrier obligation. Although closely regulated by the Interstate Commerce 
Commission, as well as various state regulatory bodies, the growing operating deficits related to 
passenger services of these railroad companies, which was estimated to be in the hundreds of million 
dollars, permitted the carriers to seek and receive authority to discontinue them. As a direct result, 
the passenger train was disappearing in the U.S. at such a fast pace that most experts forecast its 
extinction by 1975. So, in 1970, to ward off this possible fate, the U.S. Congress passed legislation in 
the form of the Rail Passenger Service Act, which directed the Secretary of Transportation to 
designate which passenger routes would be retained. 


The new Act allowed each railroad then providing intercity passenger rail service to voluntarily 
transfer that service to a new corporation, the National Railroad Passenger Corporation 
(AMTRAK), provided that the railroad company handed over cash or equipment as the quid pro quo. 
All but 4 carriers complied immediately in 1971 by transferring what at best can be described as their 
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tired and aging fleet of locomotives and coaches, as well as by loaning 20 employees to the new 
railroad. By 1976, the four hold-outs also transferred their assets to AMTRAK. This Act also 
conferred preferential access to passenger trains over freight trains, with this access compensated on 
an incremental cost basis, along with the right to provide mail and express package rail services. 


Legislation was again passed in 1973 and 1976 to give AMTRAK the authority to acquire its 
own track system — the 621 miles of the NEC right-of-way — from the bankrupt Penn Central, plus 
other stretches of track, stations, yards and facilities across the country. These transactions made 
AMTRAK ade facto operating railroad responsible for dispatching, engineeering and maintenance. 
Between 1982 and 1989, AMTRAK finally completed the acquisition of its employees (train and 
engine crews). 


2. Operational and Financial Performance 


AMTRAK has a strategic plan that would see it become operationally self-sufficient by 2002. 
That is, the railroad company is in the process of implementing a plan that would have revenues 
(operational and others) cover its operating expenses and, thus, would be free of federal government 
operating grants by 2002. AMTRAK would then be reliant only on federal government capital 
grants. This so-called “glidepath” to operational self-sufficiency includes dividing the company into 
three business units: the NEC, the West and Intercity divisions, as well as redesigning its activities 
that offer the greatest potential for service quality improvements and cost reductions. 


Table 1 provides a snapshot of AMTRAK’s financial performance in 1997. These results 
generally reflect the financial results obtained throughout the past decade, excluding its historical 
poorest showing between 1994-95. For example, the operating loss of more than US$700 million in 
1997 translates into an operating ratio (operating expenses/operating revenues) of about 1.5, a 
number relatively unchanged throughout the 1990s. However, the federal government’s appetite to 
fund these operating shortfalls appears to be waning. Clearly, the operating grant has been declining 
at a much faster pace than these operating deficits over this period.! 


Actually, the operating deficit, excluding noncash items such as depreciation charges, has increased from US$496 million in 
1988 to US$514 million in 1997. However, the federal government’s operating subsidy and mandatory payment has declined 
from its historical peak of US$542 million recorded in 1995 to US$444 million in 1997, representing a decrease of 18.1% in 
just two years, compared to an operating deficit, excluding noncash items such as depreciation charges, that declined from 
US$554 to US$514 million, representing a decrease of 7.2%. 
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Table 1 
AMTRAK Financial Performance by Division — 1997 


Division 
Intercity West Corporate |_ Total 

Financial Item 
Revenue $515.1 $931.4 $204.5 $22.7 SHOVSz 
Expenses 801.1 1,053.2 284.1 2973 DABS 
Operating Loss (286.0) ZT 3) (79.6) (274.6) a 
Federal Operating Grant 2) 5 ; : - apes 
Other Federal Contributions 98 1 83.6 pei 16.6 GAS 


Source: Amtrak, Annual Report 1997, p. 32. 


3. Government Funding and Financial Future 


The federal government will have invested in excess of US$19 billion in AMTRAK through 
1997, including US$2.1 billion in 1997 under the Amtrak Reform and Accountability Act. In 
addition, the Taxpayer Relief Act of 1997 authorizes operating and capital grants for 1998 through 
2002. These grants decline from US$1.138 billion to US$955 million in 2002, reflecting gradually 
reduced operating grants. Significant components of the Act also include the repeal of the 
requirement for AMTRAK to operate a federally mandated basic route system for passenger service, 
authorization for AMTRAK to negotiate changes in how it contracts out certain labour functions, 
significant liability reforms and replacement of the existing Board of Directors. Furthermore, the 
Act provides for the establishment of a Reform Council, responsible to Congress, to review, evaluate 
and recommend changes to improve AMTRAK’s financial performance. The Council is required to 
provide quarterly reports to Congress; if, at any time after two years after the enactment of the law, 
the Council finds that AMTRAK will not meet the goal of operating self-sufficiency by 2002, plans 
for AMTRAK’s restructuring or liquidation will begin. 


AMTRAK is in the process of re-engineering its business, which includes the decentralization 
of the corporate structure into individual business units. It was felt that such a restructuring would 
benefit the bottom line since it would bring decision-making “closer to the train platform.”” More 
specifically, the reorganization would: (1) focus on product line and service delivery accountability 
and “ownership” to enhance the level of customer service; (2) facilitate decision-making centered on 
the customer, empowering employees to make those decisions at the point of customer contact; and 
(3) develop and enhance relationships with major partners, such as state and local governments, 
commuter agencies, freight railroads and others. 
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In terms of reducing costs, AMTRAK intends to pursue greater efficiencies. One area it has 
been looking to improve is its fleet management procedures and, recognizing that rolling stock 
sitting in yards does not produce any revenue, has adopted a “run through” system. For example, a 
train arriving on its overnight run in Chicago from Washington would ordinarily rest in the yard for 
servicing for 24 to 36 hours. That train now continues on that afternoon as the Southwest Chief, 
AMTRAK ’s daily service to Los Angeles. The train will then be serviced there and, one day later, 
will begin its return to Chicago and Washington. Not only is this system more cost effective, it 
_ reduces the combined equipment allotment and provides more flexibility with its fleet, this system 
cuts down on the number of maintenance facilities by locating them at one of the end points. 


However, as reported by the General Accounting Office (GAO), AMTRAK ’s ability to reach 
operational self-sufficiency by 2002 will be difficult given the environment in which it operates. 
AMTRAK is relying heavily on capital investments to support its goal of eliminating federal 
operating subsidies. 
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APPENDIX B 
Passenger Rail Franchising in Great Britain 


A White Paper published in July 1992 explained how British Rail would be split into more than 
100 separate companies, with the rail infrastructure kept separate from rolling stock companies 
(ROSCOs) and passenger and freight operations. Passenger rail would further be divided into 25 
Train Operating Units (TOUs), plus a European Passenger Service (EPS). Freight operations would 
be split into 5 companies, while infrastructure maintenance operations would be organized into 14 
Infrastructure Service Units (ISUs). This vertically separated structure was specifically devised so 
that the government could shift the revenue and debt risks of British Rail to the private sector and 
hopefully unleash the competitive private zeal and ingenuity necessary to rejuvenate a mature 
industry. 


1. Industry Structure under Franchising 


This privatization initiative began in earnest in November 1993 with the passage of the Railway 
Act and the establishment of the Office of Passenger Rail Franchising (OPRAF). OPRAF is an 
independent standalone department headed by the Franchise Director. The Transport Minister can 
issue instructions or direct the Franchise Director only within a statutory framework; day-to-day 
decision-making rests with the Franchise Director. OPRAF was given two key tasks: (1) the 
immediate priority of selling 25 regional, commuter and intercity passenger rail businesses; and (2) 
the ongoing responsibility of funding, contractually managing and promoting investment within 
these businesses once sold. 


The contractual structure of a franchise agreement is rather complicated, with many conditions 
providing little room for variance. The key criteria of a franchise agreement are: (1) Service Levels: 
Passenger Services Requirements set out the minimum level and pattern of services (i.e. frequency, 
first and last train, journey times and intermediate stops); (2) Payments: the subsidy (premium) 
payable to the operator (government); (3) Term: the duration of the franchise; (4) Network 
Benefits: the operator is required to participate in network schemes (i.e. through-ticketing, 
multimodal travelcards, national telephone enquiry); (5) Fares: the Franchise Director regulates a 
wide range of fares; (6) Incentive Regime: financial incentives in the form of cash rewards/penalties 
are designed to encourage better performance and discourage poor performance as defined in 
franchise contract, including the control of overcrowding; and (7) Financial and Corporate 
Safeguards: financial commitments, including the provision of share capital and a performance 
bond, must be made. 


The Franchise Director was given two key objectives in letting a franchise: (1) secure value for 
money; and (2) encourage railway development. He carried out these objectives between December 
1995 and February 1997 and there are now 13 operators holding 25 franchises that have become 
known as Train Operating Companies (TOCs). TOCs do not own the trains they use; they lease them 
from the ROSCOs. Indeed, TOCs are very much restricted to being rail service companies as they do 
not have significant asset holdings. 
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FIGURE 1 


Great Britain’s Privatized Railway Structure 
Although the rail industry is privatized, it is still reliant on public subsidy. This subsi- 
dy is paid in the form of an appropriation by the Treasury to the Franchise Director 

who redistributes it to the franchisees. The franchisees pay “track access charges” to 
Railtrack for use of the stations and lines, which are supervised by the Rail Regulator, 
and “leasing charge” to the Rolling Stock Companies (ROSCOs) for use of the trains. 
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There are three ROSCOs — Porterbrook, Eversholt and Angel — that were privatized in 1995; 
two were subsequently resold, with one being purchased by a major TOC. This is probably the 
weakest link in the vertically separated rail industry structure as these companies can be squeezed out 
of their leasing role by other lessor companies in combination with rolling stock manufacturers, 
particularly as the passenger services industry moves away from specialized train sets to universal 
train sets. 


Railtrack, owner of the railway infrastructure, was privatized in 1996 for £1.95 billion. 
Railtrack now earns 95% of its annual revenues of £2.4 billion from renting out space at stations and 
by providing access to tracks to TOCs and Freight Operating Companies (FOCs). Currently, it has a 
market capitalization of £3.5 billion. Finally, British Rail’s freight operation was privatized in 
February 1996 to an American-based company, Wisconsin Central, and operates what has become 
known as English, Welsh & Scottish Railway. 


The Railway Act of 1993 also established the Office of the Rail Regulator to promote the public 
interest objectives set out in that statute. The Rail Regulator heads an independent non-Ministerial 
Department for a fixed term and is guided by British Administrative Law. See Figure 1 for a 
diagrammatic representation of the British railway industrial structure. 


2. The Benefits and Costs of Privatization 


As mentioned above, the privatization initiative was adopted by the government to shift the 
revenue and debt risks of British Rail to the private sector. While it is still too early to tell and 
notwithstanding mixed opinions on its success, it appears that under the privatized system, as 
performance indicators for 63 service groupings suggest, passenger rail services are better. These 
indicators demonstrate: 


Punctuality Reliability 
Performance: Better 59 AMG 
Same 2 6 
Worse D 10 


Source: OPRAF, Annual Report 1996-97, p. 12. 


Not surprisingly, demand for passenger rail services is up substantially, but how much is 
attributable to the better combination of services and fares and how much is due to the improved 
national economy is unclear. 


The privatization process raised approximately £5 billion in proceeds from the disposition of its 
rail assets to private interests, including: 


Railtrack £1.9 billion 
ROSCOs — Porterbrook £527 million 
— Eversholt £580 million. 
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Italso left the government with approximately £1.7 billion in debt that had to be written off.! At 
the same time, OPRAF forecasts annual subsidies declining from their peak of £2.1 billion in 
1996-97 to £926 million in 2002-03. Given that the subsidy paid to British Rail in the last year of its 
operation was about £1 billion and the ongoing operating costs of the Rail Regulator, OPRAF and the 
Department of Transport total £100 million, the increase in annual subsidies paid to the newly 
privatized sector over the first franchise term comes to about £5 billion. The government can, 
therefore, claim a cash savings in the first franchise period equal to the expected investment level of 
private operators totalling £3.5 billion, broken down as follows: 


Railtrack £1.5 billion 
TOCs £2.0 billion 


minus the £1.7 billion debt write-offs and other start-up costs of the new regime. 


This is not abnormal when privatizations occur. The favourable debt rating provided by the government invariably leads the 
Crown corporation to rely more heavily upon debt relative to equity. The debt write-offs make the flotation of such shares more 
palatable to private investors and is, therefore, in the taxpayers’ best interest. 
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APPENDIX C 
State Ownership of Passenger Rail Services in France 


Following a serious financial crisis at la Société nationale des chemins de fer francais (SNCF) 
and an industrial action taken by the railway unions at the end of 1995, a national debate on the future 
of rail transport in France was initiated. This culminated in the Pons-Idrac reform plan (named after 
the Minister and the State Secretary of Transport) voted into law on February 13, 1993. The new law 
reformed France’s railway system in the following principal ways: 


e established the Réseau ferré de France (RFF) to take charge of the rail infrastructure while 
assuming substantial SNCF debt; 


e gave regions full responsibility for the organization of regional rail services; and 


e implemented an industrial plan to win back its defecting customers by focusing on its core 
activity: transportation. 


This railway reform adopted a less traditional institutional separation of infrastructure and 
transportation services given that the two government entities, SNCF and RFF, are not Crown 
corporations per se. RFF, the infrastructure manager, and SNCF, the railway undertaking, are 
“établissements publics a caractére industriel et commercial” (EPIC), which are specific to French 
law. An EPIC is a public organization that mixes its administrative character with that of its 
industrial and commercial character. It is not a corporation and has no equity per se, and its 
accounting and management practices are more similar to corporations than to government 
administrations. The RFF is administered by a Board of Directors composed of seven 
representatives of various state agencies and two representatives of employees. The RFF is 
supervised by the Government Commissioner and the Director of Land Transport at the Ministry of 
Transport. These supervisors oversee the administrative and technical perspectives of the REF. 
Economic and financial supervision is exercised by a dedicated team of comptrollers (“mission de 
controle’). 


The value of RFF’s property assets has been estimated at FFr148 billion, including 80,000 
hectares of land, 32,000 kilometres of track, 38,663 structures and 18,663 level crossings. The debt 
level transferred from SNCF is FFr134.2 billion, which required servicing of FFr9 billion in 1997. 
Figure | displays the funding and the level of state subsidies of RFF for fiscal 1998. 
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FIGURE 1 


SNCF 


Treasury Railway Train 
Infrastructure Operator 


State Subsidies Access Payments Maintenance 
FFr22.8 Billion FFr6.1 Billion FFr16.6 Billion 


While the emphasis in France has centered on the high-speed train (TGV), the Committee 
would also like to note that France is also experimenting with an intermediate high-speed rail system 
to operate on its regional services (TER) using conventional track. Such a system might find 
application in the Canadian context. 
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APPENDIX D 
The Lynx Proposal 


1. Introduction 


The Lynx Consortium has completed a pre-feasibility study to construct an 854 km high-speed 
rail line between Quebec City and Toronto passing through Montreal and Ottawa. Before capital can 
be raised and construction started, the Lynx public-private consortium must carry out the detailed 
41-month Project Development and Financial Close Phase. Governments and private partners 
would share equally in financing this $102 million mandatory second phase of the project. To a large 
extent the proposed route would utilize existing rights-of-way, but essentially all new track devoted 
exclusively to passenger transport. A Toronto-Montreal express trip is anticipated to require 2 hours 
and 21minutes. Trains would operate approximately every hour over the day with half hourly 
services during the peaks. 


A number of advantages are acclaimed for the project, including benefits to the environment, 
stimulation to the economy, improvement of service to travellers, reduction of requirements for 
other infrastructure and stimulation of Canadian export industries. 


The results of the studies that they have undertaken to date have convinced the Lynx 
Consortium that the private sector alone cannot provide all the capital for the project. They therefore 
suggest a mixed public/private partnership. Governments and/or public agencies would be 
responsible for providing the infrastructure, while the private part of the consortium would be 
responsible for supplying the rolling stock and systems and for operations. The public agencies 
would lease the infrastructure and civil works to the private sector concessionaires. Under this plan 
governments would be responsible for $7.5 billion and the private consortium $3.6 billion. 


The rate of return to the government sector over the life of the project is calculated to be 12.4%, 
a rate higher than the cost of borrowing money to governments, indicating that there can be a net 
positive cash flow to the governmental sector. 


The Lynx Consortium also has not made any assumptions of how the government financing 
might be split among the three governments that could be involved: Canada, Ontario and Quebec. 


2. Possible Impacts 


The most obvious impact of the plan is the high level of investment required from the public 
sector, $7.5 billion. In addition, however, there are other impacts, including the following: 


2.1 Flow of Funds Priority 


The financial proposal that the Lynx Consortium is putting forward includes a priority ranking 
for the allocation of revenues from operations. This ranking is as follows: 
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e taxes; 

e operating and maintenance expenses and ongoing capital expenditures; 

e equipment and technology debt (that borrowed by the private sector); 

e debt service on ridership standby facility; 

¢ minimum return to private sector equity investors (set at 10% of equity); 


e infrastructure and civil works lease payments (85.5% of remaining cash flow) together with 
dividend on equity (14.5% of cash flow). 


It can be seen that the lease payments on the government owned infrastructure is the lowest 
priority for the distribution of any operating surplus. This has the impact of transferring the major 
part of any risk to governments. The private sector achieves a return of investment of 10% before any 
funds are distributed to governments. 


2.2 Sensitivity Analyses 


The Lynx Consortium reports include discussion of a number of sensitivity analyses. The 
attached Table | taken from this report summarizes these sensitivity analyses. It can be seen that the 
internal rate of return to the governments is sensitive to changes in the assumptions with respect to 
the last slice of the financial pie. For example, if the ridership is 5% below what is forecast, the 
internal rate of return drops from 12.39% to 10.25% and if it is 25% lower, the return is 6.81%. (All of 
these figures include in the calculation of the rate of return to the governments the $110 million 
savings per year attributable to the discontinuance of VIA Rail operations.) 
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Table 1 
Sensitivity Analyses 


Internal Rate of Return 


Governments! Private Sector 


BASE CASE 12.39% 21.50% 


Construction Costs 
+ 10% 9.85% 20.75% 


Construction Delay 
+ I year on Civil Works 10.64% 19.66% 


Interest Rates 
- 50 bp? 14.97% 21.89% 
+ 100 bp 8.83% 20.64% 
+ 150 bp 7.64% 20.21% 


Inflation 
+ 0.5% 12.72% 22.09% 
+ 1% 12.99% 22.62% 
- 1% 12.00% 20.42% 


Ridership 


+ 5% 14.94% 22.60% 
- 5% 10.25% 19.91% 
- 25% 6.81% 14.78% 
Slower than projected ridership increase# 9.42% 16.74% 


Operating Expenses 
+10% LIEZ3% 20.81% 
- 10% 13.69% 22.10% 


Source: Lynx Consortium Submission, Part C, p. II-3-3. 


Internal rate of return has been calculated using Level 1 — Governments’ net cash flow from the project (1.e. infrastructure and 
civil works lease payments, less government debt service payments to the holders of infrastructure and civil works notes, 
governments’ contribution to the Project Development and Financial Close costs and governments’ contribution to the Public 
Financing Entity). 


The returns on private sector equity are calculated solely on the basis of projected dividend payments. 


A reduction of 50 basis points in the Base Case interest rates brings them in line with current interest rates (March 1998). The 
Base Case thus conservatively overstates the various debts interest rates. 


Debt service would remain possible through partial usage of the debt reserve account which would be replenished in the 
following years. 
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2.3 Demand 


The demand estimated by the Lynx Consortium is estimated at 11.1 million passengers in 2008. 
This corresponds to a demand estimate for a Quebec City-Toronto section of 8.8 million in 2005 in 
the tripartite study. It is difficult to make a judgement whether one forecast is superior to the others, 
but the comparison indicates that some caution should be used in using the ridership and revenue 
forecasts put forward by the Lynx Consortium. 


2.4 Other Benefits 


The Lynx Consortium puts forward other potential benefits of the high-speed rail project, 
including benefits to the environment, reductions in the need for other types of infrastructure 
(airports, highways, etc.) and stimulation to the Canadian export economy. These impacts were 
investigated in the tripartite study and were found to have some weight but to be quite minor in their 
extent and probably much less than would be produced by investments in other types of projects. 
Therefore, these benefits, although real, probably should not swing the balance in making a decision 
on the Lynx project. 


The Conference Board of Canada, an independent, not-for-profit research organization, 
conducted an economic impact analysis of the Lynx project. According to its results, the Project 
Development and Construction Phase will directly create 69,206 person-years of work across 
Canada, indirectly create an additional 56,921 person-years, as well as induce 49,031 person-years. 
In total 175,158 person-years of work will be created in this phase, where the bulk of employment 
will reside in the provinces of Ontario and Quebec. The employment impact stemming from the 
Operation and Maintenance Phase is forecast to average, on an annual basis, 3,657 direct jobs, 712 
indirect jobs and 2,008 induced jobs over its 60-year life. Total jobs created on a permanent basis 
will, therefore, average 6,377 annually. However, it is important to emphasize that these results do 
not take into account the loss in economic activity that may occur in other sectors of the economy. As 
such, the results presented should be considered as a “‘gross”’ impact. 


The Lynx proposal claims that its high-speed train can be an important contributor to Canada’s 
environmental efforts by offering a wide range of solutions: 


e electrically powered, using energy from largely renewable resources, the Lynx would reduce 
fossil fuel consumption in the corridor by 20% by 2025; 


¢ per passenger, the Lynx operates at just 51% of auto energy consumption; 


e impact on the physical environment is minimized by the Lynx team’s commitment to use 
existing railway rights-of-way wherever possible, and to conduct responsible environmental 
impact studies prior to construction in accordance with government requirements; and 


¢ — by 2025, the Lynx is projected to carry 15.9 million corridor travellers each year. By diverting 
even a small percentage of present air and auto travellers, the Lynx will relieve congestion at 
airports and on highways and greatly reduce the need for new or expanded infrastructure. 
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2.5 Cost Overruns 


Although the Lynx Consortium says that it is responsible for any cost overruns, it makes an 
exception for: 


..cost overruns that are necessary to achieve deliverables for environmental, land and 
rights-of-way, legislative and regulatory issues and permitting or that are due to significant 
changes in the economic situation or arise in consequence of such overruns>. 


This is obviously a significant “out” for the consortium. 


2.6 Impacts on VIA Rail in the Corridor 


It is quite possible that VIA Rail, as we know it today, could not continue with another agency 
operating between Quebec City and Toronto. This would cause disruptions in passenger rail services 
in other parts of the country. There are also financial implications. The current VIA Rail labour 
agreements include clauses on job security. If all of VIA Rail or sizeable portions of VIA Rail were 
discontinued, these job security provisions would kick in. Transport Canada has estimated that these 
obligations could total $135 million per year for quite a few years. The financial implications of 
discontinuing the Quebec City-Toronto portion would obviously be smaller than this, but they may 
be quite significant. 


Rather than taking these implications into consideration, the Lynx Consortium’s proposal 
assumes that there will be a saving to the federal government if VIA Rail services between Quebec 
City and Toronto were discontinued. The Lynx Consortium’s financial analysis includes an amount 
of $110 million per year (in 1996$) in VIA Rail subsidy savings to the federal government. This 
amount plus inflation has been deducted from the cash outlay in calculating the rate of return to the 
governments. If this amount is not included, then the financial rate of return to the governments 1s 
reduced from 12.39% to 9.05%. 


If all or a substantial portion of VIA Rail operations are discontinued, then the question will 
arise as to what to do with the remaining assets. There may be some markets for the new rolling stock 
for regional services in the United States but other assets of VIA Rail do not have obvious other uses. 


In order to ensure that the Lynx system provides high-speed travel, most intermediate stops are 
eliminated. Between Toronto and Quebec City the potential stops are listed as: Toronto East; 
Kingston; Ottawa; Autoroute 13 in the Montreal suburbs; Central Station in Montreal; Laval; 
Trois-Rivieres; Ancienne-Lorette; and Quebec City. 


Certainly VIA Rail services will be affected in the Quebec City-Toronto corridor as the major 
flows support service to the small cities. It is possible that local services to locations, such as 
Oshawa, Cobourg, Belleville, Brockville, Cornwall, St. Hyacinthe and Drummondville, might be 
provided by a private operator to feed the high-speed rail line, thereby complementing this service 
with travellers from other smaller centres. 


5 Lynx Consortium Submission, Part D, Master Term Sheet, p. II-8. 
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3. Next Steps 


Having built on the public investment in the three governments study published in 1995 with 
their own resources, the Lynx Consortium suggests that the next step should be a second phase, 
Project Development and Financial Close, which is intended to result in a concession agreement 
between the governments and the private consortium. 


This next phase will include the following key tasks: 
e investment grade ridership forecasts; 
e environmental assessment; 
e design sufficient to produce definitive capital, operating and maintenance costs; 
e construction planning and project management; 
e testing and research; 
e regulatory and legislative issues; 
e confirmation of availability of rights-of-way; 
e financial analysis and structure, modelling and arranging. 


The expected cost of this next phase would be $102 million and suggests that the governments 
and private partners would share equally. Not included in the $102 million are environmental 
assessment and analyses of the availability of the land. The consortium suggested governments 
should be responsible for these studies for an additional $16.5 million. 


This is not simply an invitation to participate in new studies. The consortium is asking for a 
commitment by the governments. Under the terms of the agreement proposed by the consortium, if 
the projections of the consortium are confirmed by the additional studies but the governments 
nevertheless decide not to make the investment, the governments would be responsible for the 
private share of the next phase as well as their own part. In other words, the consortium is asking fora 
commitment now, at least to the extent of $118 million, to the project, subject only to what can be 
described as a due diligence process. 


The proposed agreement says that the governments will have to remburse the consortium if the 
“success criteria” are achieved and the governments decide not to go ahead or if one or more of the 
success criteria is not achieved and such failure 1s not attributable to the Lynx team. In other words, 
the governments are required to pay for Phase IT unless the Lynx Consortium has made assumptions 
and estimates which are found to be faulty. 


This is obviously a very serious undertaking for the Government of Canada to make. It should 
only be entered into after completing a full assessment of the benefits and costs of the project to 
Canada as a whole. 
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APPENDIX E 
Glossary 


National Railroad Passenger Corporation which operates passenger trains 
in the United States 


Services provided between Quebec City and Windsor, including all its 
segments 


Canadian Transportation Agency 


Etablissements publics a caractére industriel et commercial, public 
companies with industrial and commercial role in France 


Financial Administration Act (Canada) 
French Francs 
General Accounting Office in Washington, D.C. 


Northeast Corridor between Boston-New York-Washington over which 


AMTRAK operates higher speed passenger trains 


Office of Passenger Rail Franchising in Great Britain 
Private owner of the railway infrastructure in Great Britain 


Réseau ferré de France was established as a public organization to 
manage rail infrastructure in France 


Rolling Stock Companies in Great Britain 


Société nationale des chemins de fer francais, owner and operator of the 
French railway system 


Train express régional, trains used on regional services in France at 
speeds of between 160 and 200 km/h 


Train a grande vitesse, the high-speed French passenger train, with 
connecting railways in Belgium and Great Britain 


Train Operating Companies in Great Britain 
Train Operating Units who are the train franchise holders in Great Britain 
British Pound 
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APPENDIX F 


List of Witnesses 


Witnesses Heard in Canada 


Organizations and Individuals Date 


Department of Transport Tuesday, February 17, 1998 
Honourable David Collenette, Minister 


David McGovern, Director, Passenger Rail Review 


Louis Ranger, Assistant Deputy Minister, Policy 


Via Rail Canada Thursday, February 26, 1998 
Terry Ivany, President and Chief Executive Officer 
Gerry Kolaitis, Director 
Michael Gushue, Vice-President 


Canadian National Railway Wednesday, March 11, 1998 
Paul Tellier, President and Chief Executive Officer 


Jack MacBain, Executive Vice-President 


Canadian Pacific Railway Tuesday, March 17, 1998 
Hugh MacDiarmid, Executive Vice-President 


Sandy McFadzean, Manager 


Transport 2000 — Atlantic Wednesday, March 18, 1998 


John Pearce, President 


Transport 2000 — Québec Wednesday, March 18, 1998 


Normand Parisien, Director-Coordinator 


Transport 2000 — West Wednesday, March 18, 1998 
John Bakker, Vice-President 


Transport 2000 Canada Wednesday, March 18, 1998 
David Glastonbury, President 


Harry Gow, Vice-President 


“Coalition sur l’utilisation accrue du rail’ Tuesday, March 24, 1998 
Richard Couture, President 


Louis Frangois Garceau, Secretary-Treasurer 
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Witnesses Heard in Canada 


Organizations and Individuals 


Railway Association of Canada 
Roger Cameron, General Manager 


Cynthia Hick, Secretary-Treasurer 


Martin Lacombe, Vice-President 


Mercer Management Consulting 
William Rennicke, Vice-President 


C.A.W. (International Automobile, Aerospace, 
Transportation and General Workers Union 
of Canada) 


Pierre Rouleau, Vice-President 
Bill Coolen, Secretary-Treasurer 
Gary Fane, Director of Transportation 


Tony Wohlfarth, National Representative 


City of Montreal 


Pierre-Yves Mélangon, Member of the Executive Commit- 
tee, Responsible for Transport 


Stéphane Brice, Research Assistant 


Federation of Canadian Municipalities 
Bill Comaskey, Mayor of Thompson, Manitoba 


Dan McGregor, Senior Policy Analyst 


Air Canada 


Geoffrey Elliot, Senior Vice-President 
Corporate Affairs and Government Relations 


Tourism Industry Association of Canada 
Debra Ward, President 


Adam Belyea, Director of Policy 


City of Kamloops 
Shirley O. Culver, Councillor 


Patricia K. Kootz, Councillor 
J.E. Martignago, City Administrator 
E.G. Kurtz, Assistant Administrator/City Engineer 


Great Canadian Railtour Company 
(Rocky Mountaineer Railtours) 
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Date 


Tuesday, March 24, 1998 


Wednesday, March 25, 1998 


Tuesday, March 31, 1998 


Wednesday, April 1, 1998 


Wednesday, April 29, 1998 


Thursday, May 14, 1998 


Thursday, May 14, 1998 


Thursday, May 21, 1998 


Friday, May 22, 1998 


Peter Armstrong, President and Chief Executive 
Officer 


Mark S. Andrew, Senior Vice-President 
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Witnesses Heard in Canada 


Organizations and Individuals Date 


Lynx Project Wednesday, May 27, 1998 


Jean-Paul Gourdeau, Project Director 


Ann MacDonald, Deputy Project Director 
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Witnesses Heard in the United Kingdom 


Organizations and Individuals 


Office of Passenger Rail Franchising 
John O’Brien, Director 


Railtrack 
Peter Durman, Head, Investor Relations 


Office of the Rail Regulator 
Chris Bolt, Director, Economic Regulation 


Department of the Environment, Transport and the 
Regions 
Bob Linnard, Divisional Manager, Railways 
Sponsorship Division 


GB Railways 
Michael Schabas, Director 


Mark Walker, Political Officer 


“Société Générale” 
James Stewart, Executive Director, Project Finance 


Forward Trust Rail 
Noel Quinn, Director General and General Manager 


Save our Railways 
Jonathan Bray, Campaign Director 
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Date 


Wednesday, April 22, 1998 


Wednesday, April 22, 1998 


Wednesday, April 22, 1998 


Wednesday, April 22, 1998 


Wednesday, April 22, 1998 


Thursday, April 23, 1998 


Thursday, April 23, 1998 


Thursday, April 23, 1998 


Witnesses Heard in France 


Organizations and Individuals Date 
‘“‘Ministere aménagement du territoire et de Friday, April 24, 1998 
environnement” 


Jean Guillot, Assistant Director 


“Société nationale des chemins de fer francais” Friday, April 24, 1998 
M. Maillard, Director of Strategies 


**Réseau ferré de France” Friday, April 24, 1998 
Claude Martinand, President 
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Witnesses Heard in the U.S.A. 


Organizations and Individuals 


Date 


Amtrak 


Arlene Friner, Chief Financial Officer, North East 
Corridor 


Joe McHugh, Director, Government Affairs 
James Larson, Assistant Vice-President, Contract 
Operations 


National Association of Railroad Passengers 
Ross Capon, Executive Director 


Scott Leonard, Assistant Director 
Tim Gillespie, NARP Member 


Federal Railroad Administration 
Jolene Molitoris, Administrator 


Jim McQueen, Associate Administrator, Railroad 
Development, RDV 


Arrigio Mongini, Deputy Associate Administrator 
RDV 


Mark Yachmetz, Chief, Passenger Programs 
Division, RDV 


Charles White, Associate Administrator, Policy and 
Program Development 


Barbara Pelletier, International Policy 


American Public Transit Association 
Dan Duff, Vice-President, Government Affairs 


Anthony Kouneski, Vice-President, Member Services 


Frances Hooper, Manager-Member, Support Services 


Conrail 
Paul Carey, General Manager, Contracts, Conrail 
Philadelphia 


Bill Newman, Vice-President and Counsel, Conrail 
Washington, D.C. 


General Accounting Office 


Phyllis Scheinberg, Associate Director 
Transportation Issues 


Jim Ratzenberger, Assistant Director, Transportation 
Issues 


Richard Jorgenson, Senior Evaluator, Transportation 
Issues 
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Monday, May 4, 1998 


Monday, May 4, 1998 


Tuesday, May 5, 1998 


Tuesday, May 5, 1998 


Tuesday, May 5, 1998 


Tuesday, May 5, 1998 
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REQUEST FOR GOVERNMENT RESPONSE 


Pursuant to Standing Order 109, your Committee requests the Government to table a 
comprehensive response to this Report. 


A copy of the relevant Minutes of Proceedings of the Standing Committee on Transport 
Meetings Noss9al0, 1 13314595 91 6717 pl O20 62191225 24595,263 27928, 29s 30) 315 32'and 33 
which includes this Report) 1s tabled. 

Respectfully submitted, 
xy ere 

Raymond Bonin, M.P. 

Chairman 
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Dissenting Opinion — 
Reform Party 


Introduction! 


While the work of the Standing Committee of Transportation was quite comprehensive in its 
review of the current passenger rail system in Canada, the Reform Party members of the Committee 
felt that, in many cases, it was simply accepted that passenger rail would continue under government 
supervision, as would the subsidy. 


There was neither a willingness to discuss fundamental policy questions such as the need for 
passenger rail, nor meaningful debate over fundamental reorganizations such as the privatization of 
VIA Rail in whole or in part. Thus the Committee’s final report became a series of recommendations 
on a reorganized, subsidized VIA Rail rather than a new approach to passenger rail in Canada. 


RECOMMENDATION 1: Policy Objectives 


While we agree that there has been a serious policy void and that the status quo is not acceptable, 
we disagree with designating funding to passenger rail for 10 years. 


We recommend: 


1. That the government clearly define its long-term policy objectives for passenger 
rail service in Canada including the route network, level of service, eligibility of 
service providers and level and conditions for federal support. 


RECOMMENDATION 4: Subsidy Level 


Reform Party members of the Committee disagree with recommendation 4. We recognize that, 
internationally, every passenger rail service is publicly subsidized to some degree. While we do not 
necessarily approve of subsidization, we insist that any subsidy provided must be earned and should 
be available to any potential operator. 


Therefore we recommend: 


4. That any passenger rail subsidy should be performance based and re-examined 
every two years. 


RECOMMENDATION 6: Competition 


Although we agree with the thrust of recommendation 6, we find the wording to be somewhat 
ambiguous. Reform Party members believe that, as far as is practical, there should be a level playing 
field in passenger rail services. 


/ The Reform Party members of the Committee requested 7 pages for their dissenting opinion. However, the Committee voted 
in favour of a 3-page limit. 
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Therefore we recommend: 


6. That the government encourage competition in the passenger rail sector while 
committing the government to the least amount of interference in the form of 
regulations, subsidies or other measures. 


RECOMMENDATION 7: Track Access 


Track access is a continuing and worsening problem. Access availability has been muddied by 
institutional battles between private freight companies and VIA Rail. Reform members do not 
believe that government should be the primary arbitrator in these battles. 


Maximizing track capacity is in the best interest of both freight companies and passenger rail 
service providers. Capacity is a variable element that is affected by both seasonal demand and 
business cycles. The efficient movement of containerized freight from eastern ports is of paramount 
importance. If containerized freight cannot be delivered on time, business of Canadian seaports will 
be lost to the U.S. 


Therefore we recommend: 


7. That access problems should be resolved, not by government regulators, but by 
track owners and passenger rail service operators. 


RECOMMENDATION 9: Governance 


Recommendation 9 contradicts the spirit of this report. The intent of the study was to provide 
new and innovative solutions to the provision of passenger rail service in Canada. The Committee 
was presented with a variety of governance options. It is our opinion that converting VIA Rail to a 
“commercial crown corporation” is, in effect, retention of the status quo. Quite simply, 
recommendation 9 moves VIA from Schedule III, Part I of the Financial Administration Act to 
Schedule III, Part II.2 


Therefore, we recommend that recommendation 9 be deleted and be replaced by a 
recommendation that operators be given maximum managerial flexibility and the 
opportunity to provide a variety of market-driven services including contract 
maintenance of equipment and the carriage of mail and express. 


RECOMMENDATION 11: High-Speed Rail and the Lynx Consortium 


Time constraints have limited the Committee’s ability to seriously evaluate the Lynx proposal 
for high-speed passenger rail. Therefore, we cannot recommend the commitment of federal funds to 
a detailed feasibility study. The Lynx proposal should be examined in greater detail and reported 
upon by the Standing Committee on Transport as a stand-alone study. 


2 It was suggested by the Liberal members of the Committee that VIA should operate more like Canada Post as a commercial 


crown corporation. According to the 1997 Annual Report to Parliament, Canada Post is a Schedule III, Part II corporation 
while VIA is a Schedule II, Part I corporation. 
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Dissenting Opinion — 
Progressive Conservative Party of Canada 


Introduction 


The Progressive Conservative Party of Canada has chosen to write this dissenting report to 
highlight concerns it has with specific items in the report. Although this is a dissenting report we 
would like to recognize the Committee’s hard work in completing this report and we also recognize 
the very complex and difficult issues surrounding passenger rail service in Canada. 


I Coast-to-Coast Passenger Service 


Although the report assures a coast-to-coast passenger rail service in Canada, there is no 
guarantee that this will include year-round service. While it is recognized that in some areas seasonal 
tourist operators, such as the Rocky Mountaineer, have turned money losing passenger routes into 
profitable businesses, the Progressive Conservative Party is opposed to a seasonal service on any 
section of the Trans-Continental Line. This route, especially in Atlantic Canada, is a main 
transportation link to the rest of Canada for an increasingly alienated region and service should be 
available year-round. 


II High-Speed Rail—The Lynx Proposal 


The $7.5 billion dollar government investment proposed by the Lynx group is 44 times greater 
than the current yearly investment the federal government makes to operate the entire passenger rail 
network in Canada, which includes a year-round service from coast-to-coast-to-coast. 


The Lynx group made a very short appearance before this Committee and created more 
questions about their proposal than answers. Not only was the necessary government commitment 
not clearly explained, neither was the impact on the current passenger rail network considered. The 
1992 Report of the Standing Committee on Transport “High Speed Rail: The Canadian Concept” 
has as their first recommendation: 


1. That the federal government should not make a financial commitment to the 
development of high-speed rail in the corridor at this time but, consider making 
a financial commitment if and when it has been clearly demonstrated that 
substantial and tangible socio-economic benefits will accrue to the public 
interest from such a transportation project. 


It has not been clearly demonstrated at this point that the above conditions for a federal 
government investment in a high-speed rail system have been met. Also, the question must be asked: 
What impact would this high-speed train have on VIA Rail? This question must be answered before 
any government money is contributed to a competing service. 


At a time when the federal government will not participate in essential funding with the 
provinces which is desperately needed to bring up to minimum standards our National Highway 


EP) 


System, we believe the government should not participate in an optional $7.5 billion dollar 
investment in a high-speed rail system. It should be noted that this proposed high-speed rail system 
would only be 854 kilometres long, running between Quebec City and Toronto, and connect only two 
provinces. 


Canada was built on our national rail system and it seems inappropriate to think that eight 
provinces are being left out to dry for the sake of two. In Atlantic Canada, only two provinces still 
have passenger service, and in the West service has steadily declined over the last number of years, 
which demonstrates that we must be vigilant to prevent any further erosion of our passenger rail 
system. 


Conclusion 


The Progressive Conservative Party of Canada believes in a strong revitalized rail service in 
Canada. It also believes that a service should be maintained year-round from coast-to-coast- 
to-coast. It also believes that passenger rail in Canada can and must be revitalized, as it is an essential 
piece of what makes Canada a great country. 
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Dissenting Opinion — 
New Democratic Party of Canada 


Comments on Remote Service 
by Bev Desjarlais 


‘What is at stake are questions of regional prosperity and equity, national identity and national 
unity.” 


— Daniel R. McGregor, Carleton University 


This quotation reflects the wisdom of Canada’s founders, who recognized that linking all 
regions of the country was crucial to national integration. The transcontinental railway was 
Canada’s first remote service. It was a crucial lifeline for the earliest western settlers who paved the 
way for those who would come after them and make the west what it is today. Without the rail 
service, the region never would have grown and prospered. 


Today, remote service rail lines are still vital to many Canadian communities. They link these 
communities, which cannot be accessed by road, to the rest of the country and are vital to their 
survival and economic prospects. Section 64 of this report notes that the definition of a remote 
service is one that operates in an area where the population has no reasonable access to alternate 
modes of transportation. The report goes on recommending a review of the eight remote services 
operated by VIA. Itis vitally important that, when conducting this review, the government adhere to 
this definition and consider all rail services to communities without road access to be remote 
services. These communities have been built up along rail lines and must not be abandoned if there is 
no alternate ground transportation. Further, there must be adequate subsidy for these remote lines to 
insure adequate service. 


Previous to January 15, 1990, when the last big round of cuts to VIA kicked in, there were nine 
remote routes designated for protection. After this round of cuts, eight routes were protected as 
separate routes, and the ninth remote route, on the CN main line east of Winnipeg, was deemed to be 
protected by virtue of that fact that the new transcontinental service would service the stops. This 
was controversial at the time, and still is, because the nature of the service offered by the 
transcontinental did not equal the former service. But service did continue to places like Winnitoba, 
Rice Lake, Malachi and Ottermere and rail service is still important to these places. None of these are 
served by direct road access, although some can be reached by a combination of road access to 
nearby lakes and then a combination of boat and overland travel. Any reconfiguration of passenger 
rail service must ensure that adequate service to these stops, and all remote stops, is maintained. 
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MINUTES OF PROCEEDINGS 


TUESDAY, JUNE 9, 1998 
(Meeting No. 33) 


[Text] 


The Standing Committee on Transport met in camera at 9:09 o'clock a.m., this day, in Room 
705, La Promenade Building, the Chair, Raymond Bonin, presiding. 


Members of the Committee present: Roy Bailey, Murray Calder, John Cannis, Bill Casey, Roy 
Cullen, Bev Desjarlais, Joe Fontana, Stan Keyes, Paul Mercier, Lee Morrison and Carolyn Parrish. 


Acting Member present: Julian Reed for Lou Sekora. 


In attendance: From the Parliamentary Research Branch: John Christopher and Dan Shaw, 
Research Officers. 


In accordance with Standing Order 108(2), the Committee resumed consideration of a review 
of passenger rail services offered by Via Rail and the means to revitalize this important mode of 
transportation within the context of the fiscal and environmental concerns facing the Government 
(See Minutes of Proceedings dated Tuesday, February 17, 1998, Meeting No. 10). 


The Committee resumed consideration of a draft report. 


It was agreed, — That the draft Report, as amended, be adopted as the Committee's Fourth 
Report to the House and that the Chairman be instructed to present it to the House. 


It was agreed, — That, pursuant to Standing Order 109, the Committee request that the 
government table a comprehensive response to the Report within one hundred and fifty (150) days. 


It was agreed — That the Committee print 1,500 copies of its Fourth Report in tumble bilingual 
format with a distinctive cover. 


It was agreed — That the Committee approve a supplementary budget of $2,700.00 to cover 
extra copies of the Report with a distinctive cover. 


It was agreed — That, pursuant to Standing Order 108(1)( a), the Committee authorizes the 
printing of the dissenting opinions of opposition parties in this Report immediately after the 
signature of the Chair, that they be limited to not more than 3 pages, and delivered to the Clerk of the 
Committee by noon on Wednesday, June 10, 1998. 


It was agreed — That the researchers and Clerk be authorized to make such typographical and 
editorial changes as may be necessary without changing the substance of the Report. 


At 11:07 o'clock a.m., the Committee adjourned to the call of the Chair. 


eS Se 


JACQUES LAHAIE 
Clerk of the Committee 
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Piéce 2 


Trafic ferroviaire dans le corridor Québec—Windsor 


Montréal 
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2/5 5/5 Nombre approximatif de trains 
VIA / trains-marchandises 
Miagata falls dans chaque direction 
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